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DEPARTMENT OF THE | NTERI OR

M neral s Managenent Service

30 CFR Part 204

RI'N 1010- AC30

Accounting and Auditing Relief for Marginal Properties
AGENCY: M neral s Managenent Service (MVS), Interior.

ACTI O\ Suppl enentary Proposed rul e.

SUMVARY: MVS is proposing new regul ations to inplenent
certain provisions in the Federal Gl and Gas Royalty
Sinplification and Fairness Act of 1996. These regul ations
woul d expl ain how | essees and their desi gnees could obtain
accounting and auditing relief for Federal oil and gas

| eases and unit and communitizati on agreenents that qualify
as margi nal properties.

EFFECTI VE DATE: Comments nust be submtted on or before

[ | NSERT DATE 60 DAYS AFTER DATE OF PUBLI CATION I N THE
FEDERAL REQ STER .

ADDRESSES: Address your comments, suggestions, or

obj ections regarding this proposed rule to:



By regular U S. mail. M nerals Managenent Service,

M neral s Revenue Managenent, Regul ations and FO A Team
P. 0. Box 25165, Ms 320B2, Denver, Col orado 80225-0165; or

By overnight mail or courier. M nerals Managenent

Service, Mnerals Revenue Managenent, Building 85, Room A
614, Denver Federal Center, Denver, Col orado 80225; or

By email. MM comments@ms. gov. Please submt |nternet
comments as an ASCII file and avoid the use of special
characters and any formof encryption. Also, please
i nclude “Attn: RIN 1010-AC30” and your nanme and return
address in your Internet nessage. |If you do not receive a
confirmati on that we have recei ved your Internet nessage,
call the contact person |listed bel ow.
FOR FURTHER | NFORVATI ON CONTACT:  Paul A. Knueven, Chi ef,
Regul ati on and FO A Team M nerals Revenue Managenent, MV5,
t el ephone (303) 231-3316, fax (303) 231-3385, or enmi
Paul . Knueven@ms. gov.
SUPPLEMENTARY | NFORMATI ON: The principal authors of this
rule are Sarah L. Inderbitzin of the Ofice of the
Solicitor and David A. Hubbard of M nerals Revenue
Managenent, MVS, Departnent of the Interior.
| .  Background

On August 13, 1996, the President signed into | aw the

Federal Ol and Gas Royalty Sinplification and Fairness Act



(RSFA).! RSFA anends the Federal G| and Gas Royalty
Managenment Act of 1982 (FOGRMA).? Section 7 of RSFA allows
MVE and the State concerned (defined under RSFA as “a State
whi ch receives a portion of royalties or other paynents
under the mneral leasing laws from[a Federal onshore or
OCS oil and gas | ease]”)® to provide royalty prepaynent and
regul atory relief for margi nal properties for Federal
onshore and Quter Continental Shelf (OCS) oil and gas

| eases.* The stated purpose of granting relief to marginal
properties under RSFA is to pronote production, reduce

adm ni strative costs, and increase net receipts to the
United States and the States.® Specifically, paragraph (c)
of the new 30 U.S.C. 1726 enacted by RSFA section 7
directed the Secretary (and States that had received a

del egation of audit authority) to “provide accounting,
reporting, and auditing relief that will encourage | essees
to continue to produce and devel op” margi nal properties,
“provided that such relief will only be available to

| essees in a State that allows.” (There is an exception to

the requirenent for State allowance if royalty paynents

Pub. L. 104-185, as corrected by Pub. L. 104-200.
30 U S.C 1711 et seq.

30 U.S.C. 1701(31).

30 U.S.C. 1726.

30 U.S.C. 1726(a).
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froma |l ease are not shared with a State under applicable
l aw. )

In response to the RSFA section 7 anendnents, M5
conducted three workshops to receive input froma w de
variety of constituent groups to devel op a proposed rule.
The wor kshops were held at MVS offices in Denver, Col orado,
on Cctober 31, 1996, January 23, 1997, and Novenber 5,
1997. Representatives from several Federal and State
gover nment organi zations participated along with industry
organi zations representing both snmall and | arge Federal oi
and gas | essees. The input received during these workshops
was instrumental in devel oping the proposed rule that was

published in the Federal Register on January 21, 1999 (64

FR 3360) .

Public coments received in response to the proposed rule
were sharply contradictory. The comments fell into two
general categories:

1. The States believed that MM5 was offering too much
relief to industry; and

2. Industry believed that the rule was too conplicated
and did not offer enough relief.

Because of the contradictory opinions, the Associate
Director for Mnerals Revenue Managenent asked the Royalty

Policy Commttee (RPC) of the Departnent of the Interior’s



M neral s Managenent Advisory Board to forma subcomm ttee
to review the margi nal property issue and nake
recommendations to the Departnent on how MMVS shoul d
proceed. The RPC appointed a subconmttee wth nmenbers
fromseveral industry associations and the major States
affected by the relief provisions. MV enployees and a
representative of the Ofice of the Solicitor served as

t echni cal advisors to the subconmttee.

The RPC subcommttee prepared a report that was submtted
to the RPC on March 27, 2001. The RPC accepted the
subcomm ttee’s reconmmendati ons. On August 2, 2001, the
Acting MVB Director--on behalf of the Secretary of the
I nterior--approved the report and advised MV5 to proceed
with a second proposed rule incorporating the
subcomm ttee’s recommendations. This second proposed rule
i ncludes the RPC subcommittee’ s reconmendati ons with one
exception described bel ow.

1. Comrents on the 1999 Proposed Rul e

MVS received comments on the initial proposed rule
publ i shed on January 21, 1999 (64 FR 3360) fromthe
followi ng nine entities:

« 3 States;

« 1 State and Indian audit organi zati on;

e 2 oil and gas producers;



e 2 industry associations; and

1 law firmrepresenting 1 industry association and 11
oil and gas conpani es.

These comments are anal yzed and di scussed bel ow
Definition of Base Period

1999 Proposed Rule. In § 204.2, MVS proposed to define

the base period as the 12-nonth period from Cctober 1

t hrough Septenber 30 i nmedi ately precedi ng the cal endar
year in which the | essee takes or requests margi nal
property relief.

Public Coments. One State commented that the base

period should track as cl osely as possible to the begi nning
of the applicable cal endar year in which the | essee takes
mar gi nal property relief. One producer requested that the
base period be noved from October 1 through Septenber 30 to
Sept enber 1 through August 31 because the proposed period
did not allow sufficient tinme for producers to report. One
i ndustry associ ation al so requested that the base period be
noved back to give industry nore tinme for cal cul ations.

RPC Subcomm tt ee Recommendati on. The subconmittee

menber s di scussed the need to change the proposed base
period. Producer groups indicated that the base period
needed to be noved back at least 1 or 2 nonths. However,

one State representative said that the base period needed



to be as close to the cal endar year as possible, but the
State could accept noving it back to Septenber 1 through
August 31. The subcommittee ultimtely recommended

changi ng the base period to July 1 through June 30. The
subconmm ttee felt that it was necessary to nove the base

peri od back in order for MVS to publish a Federal Register

notice before the first of the cal endar year |isting which
States were participating in the marginal property relief
options. The subcommttee believes that the foll ow ng
schedul e shoul d neet the needs of all parties (industry,
States, and MVB):

August 15 Qperators submt production reports for
June producti on.

Cct ober 1 MMS furnishes States a report of
mar gi nal properties for July - June
base peri od.

Novenber 1 States notify MVS if they wish to opt
in or out of marginal property
accounting and auditing relief (if a
State fails to notify MM5, they are
deened to have opted out).

Decenber 1 MVE publ i shes a Federal Register notice

listing which States are opting in or

out.



MVE Response. W agree with the RPC subconmittee

recommendation to change the period to July 1 through June
30.
Definition of “Marginal Property”

1999 Proposed Rule. In 8§ 204.4, MVS proposed to define a

“mar gi nal property” as a property having average daily well
production of |ess than 15 barrels of oil equival ent (BOE)
per well per day during the base period.

Public Comments. The law firmand the two industry

associ ati ons suggested that MVS establish separate
production levels for different situations, particularly
of fshore and onshore properties. One State was concerned
that using all producing wells in the cal culation could
result in classifying properties with very prolific wells
as marginal. The sane State al so objected to MVB

del egating to itself the determ nation of what nargina
production is because RSFA stated that MVS and the States
shoul d determine the definition jointly.

RPC Subconmi ttee Recommendati on. The subcomm ttee

menbers di scussed the comment that separate qualification

rates shoul d be established for offshore and onshore. MV
representatives advi sed the subcommttee that industry had
previously formed an operational group to establish a rate

for offshore, but the group could not agree and the idea



was dropped. Subconmm ttee nenbers al so di scussed whet her
the States could set their own individual qualification
rates. The subcomm ttee nmenbers decided this was not
accept abl e because of the admi nistrative burden associ at ed
with tracking and auditing different rates for different
States. One State representative was concerned that sone
States m ght want to offer sonme relief but not at 15 BCE
The RPC subcomm ttee did not recomend any changes in the
definition of “marginal property.”

MVE Response. W propose to retain the definition of

“mar gi nal property” contained in the 1999 proposed rule.
MVES agrees with the subconmttee’s concl usion that using
different State production |levels to define “nmarginal
property” would be too adm nistratively onerous for use.
Such an approach also would result in a Federal |aw having
different neanings in different States, which would raise
serious | egal concerns.

Al t hough using all producing wells in the calculation to
determ ne whether a property is marginal may result in sone
| eases or units with high-producing wells being classified
as margi nal properties, we believe it wuld be too
adm ni stratively burdensone to allow relief for individua
wel l's, rather than by | ease or unit or conmunitization

agreenent (hereinafter referred to as “agreenent” in this



context) as the rule provides. MVS believes that the
proposed rul e does allow the Secretary (acting through MVB)
and the State to “jointly determ ne, on a case-by-case
basi s, the ampbunt of what nargi nal production froma | ease
or leases or well or wells, or parts thereof” nay obtain
royalty accounting and auditing relief, as the statute
provides (30 U S.C. 1726(a)). Several State
representatives on the subconmttee ultimtely recomended
using the production |evel in the proposed rule. Moreover,
any State that does not agree with the production |evels
MVS ultimately adopts under this rule may decline to all ow
accounting, reporting, and auditing relief under § 204.208.
Statutory Requirenments for Relief

1999 Proposed Rule. In 8§ 204.5, MVS reiterated the RSFA

statutory requirenents that any relief granted for margi na
properties nmust pronote production, reduce adm nistrative

costs, and increase net receipts to the Federal CGovernnent
and the States.

Public Comments. One State stated that the proposed rule

was contrary to | aw because it was unlikely to pronote
production or increase net receipts. Further, the State
argued that there is no way to determne if the relief wll

i ncrease net receipts. The State also noted that we nust

10



take into account the loss of the tine value of royalty
receipts if we allow del ayed reporting.

RPC Subcomm tt ee Recommendati on. The subconmittee

di scussed nunerous times the difficulty in finding possible
relief options that would neet all three RSFA objectives.
The subcomm ttee recommended that two relief options be
retained--cumul ative reporting and "other" relief.

MVE Response. W understand the State’s concerns, but do

not agree that the relief offered wll not pronote
production or increase net receipts. Because use of the
annual reporting option is limted to properties producing
1,000 BOE or |ess annually, we believe there will be little
| oss of tine value of the royalties. Mreover, we believe
the adm nistrative savings to the | essee will pronote
production, and the adm nistrative savings to MM5 and the
States will nore than offset any possible |oss of interest.
A nenber of MVE' s reengineering teaminfornmed the

subconm ttee that each different relief option would
require nodifications to MM s conpliance prograns and thus
add cost. W propose to limt our relief options to those
recommended by the subcommittee to avoid being cost-

prohi bitive.

State Liability for Denials of Requests for Relief

11



1999 Proposed Rule. In § 204.6, MVS proposed that if MVS

denied a request for relief based on a State’s denial, then
the decision was final for the Departnent of the Interior
and could not be appeal ed adm nistratively.

Public Comments. One State believed that MV s

interpretation of RSFA was incorrect and left the States
open to litigation in Federal court. Another State

i ndi cated that the proposed rule did not clearly

acknowl edge that nothing in RSFA serves to waive a State’s
immunity fromsuit.

RPC Subcomm ttee Recommendation. All of the State

representatives on the subcommittee expressed grave concern
over the language in the proposed rule that said if a
decision not to grant relief is based on a State’s denial,
t he deci sion would not be subject to adm nistrative appeal .
This woul d put any challenge to a decision not to grant
relief directly into Federal District Court. The States
were not willing to accept that risk. Based on this

di scussi on, the subcommttee sent a request to seven State
agenci es asking their opinion on the comments raised by
State representatives on the subconmttee. Only one agency
responded, stating that it agreed with the other States’
concerns. Consequently, the subcomm ttee recommended t hat

each State be given the ability to determ ne, before each

12



cal endar year, whether it will allow either the
notification-based relief option or the request-based
relief option, or both. |If a State decides to allow the
request -based relief option, the State woul d t hereby agree
to let MMS nake the final decision on the relief request.
That deci sion could be appeal ed adm nistratively within the
Departnent of the Interior.

MVE Response. W agree with the subcommittee’s

recommendation. W also believe that nodifying the
proposed rule at 8§ 204.207(b) to read as foll ows woul d
elimnate the States’ concerns:

| f, for your marginal property, there is a State

concerned that has determ ned in advance that it

will allow either or both of the relief options

under this subpart, MV will decide whether to

approve, deny, or nodify your relief request

after consulting with the State concerned.
Thus, the approval process under this proposed rule is like
the current process for issuance of orders where the State
has perfornmed the audit. Although the State is consulted
regardi ng whether to grant, deny or nodify relief, MBS
woul d ultimately issue the decision and the State woul d not
be subject to suit in Federal District Court. Mbreover,

any State that does not wish to allow accounting and

reporting relief may opt out.

13



Who May Request Reli ef

1999 Proposed Rule. In § 204.201, MVS proposed that a

| essee or the | essee’s designee of a Federal property could
obtain relief if the property qualified as marginal.
Further, the |l essee or | essee’s designee could request
relief only for the I essee’s fractional interest in the
property.

Public Comments. One industry association |liked the fact

that not all lessees in a property have to seek relief in
order for an individual |essee to take relief on the

| essee’s portion. One State comented that RSFA did not

al |l ow designees to apply for relief in place of the | essee.

RPC Subconmmi ttee Recommendati on. The subcomm ttee

suggested retaining the original proposed | anguage
concerni ng desi gnees.

MVE Response. W agree with the State that RSFA does not

specifically state that designees nay seek relief on behalf
of | essees. However, it also does not specifically

precl ude such action. Indeed, 30 U S. C 1726(c) nerely

aut hori zes the Secretary and del egated States to provide
relief “to encourage | essees to continue to produce and
devel op properties” and that relief will only be “avail able
to lessees in a State that allows” such relief. The

statute is silent about who may request relief. Therefore,

14



because the statute is silent, and designees are acting as
the | essee’s agent, we believe that it is reasonable and
consistent with RSFA to authorize designees to request
relief under this rul emaking.

Cumul ati ve Reporting and Paynment Reli ef

1999 Proposed Rule. 1In § 204.203, MVS proposed to allow

| essees to report quarterly, sem -annually, or annually
dependi ng upon the volunme of royalty BOE produced on the
property.

Public Comments. One State objected to allow ng paynents

| ess often than nonthly because that is what is required by
| ease terns. The law firm comented that cumnul ative
reporting should not be less often than annual. One

i ndustry associ ati on suggested that the thresholds for the
| essee to be allowed to submt cunul ative reports should be
hi gher. The other industry associati on was concerned t hat

| essees could not performthe conplicated calculations to
deternmine the level of relief and suggested MVS establish a
consi stent production level for eligibility for relief.

The industry association also stated that the cal cul ati ons
to determ ne cunul ative royalty reporting relief were too
narrow and too burdensone and all margi nal properties
shoul d get the sanme relief. The association also suggested

that MVS elimnate the requirenent to report all owances

15



separately on margi nal properties and explain how estinates
would work with reporting less often than nonthly. One
State was concerned that MVS woul d have to devel op a
separate database to track reporting dates and royalty
rates by | essee.

RPC Subconmittee Recommendation. A representative of the

MVS financial reengineering teamwas invited to a

subcommi ttee neeting on cunul ative reporting. The

reengi neering teamrepresentative stated that MvVS woul d
have to make sonme nodifications to its financial systemin
order to process reporting on a periodic, cunulative basis.
She expl ai ned that each reporting frequency would require
funding for systemnodifications; thus, we would probably
have to limt the available relief options to avoid being
cost-prohibitive. Consequently, the subcommttee
recommended that only annual cumul ative reporting be
retained as a notification-based relief option and that
this option be limted to margi nal properties producing
1,000 BCE or |ess annually.

MVE Response: W agree with the subcommttee’s

recomendati ons. Moreover, with respect to one State’s
concern regarding the | ease instrunent’s requirenent that

| essees pay nonthly, the Governnent may by rul e waive an

16



obligation under the lease terns if doing so does not
change the |l essee’s position to its detrinent.
Conmpl ex Cal cul ati ons

1999 Proposed Rule. In 88 204.203, 204.204, and 204. 205,

the level of relief in each reporting option was based on
various |l evels of marginal production. The cal cul ations
required | essees to nmultiply the BOE attributable to a
mar gi nal property by the applicable | ease royalty rate.

Public Comments. One State pointed out that MVS did not

provi de any rationale for the volunme cut-offs for relief.
Anot her State commented that it was unclear how MVS derived
production levels for the levels of relief.

RPC Subconmmi ttee Recommendati on. Di scussion in the

subconmittee centered on the conplexity of the cal cul ations
required to determ ne whether a marginal property qualified
for a particular formof accounting relief. The proposed
rule included five different production levels for the five
different fornms or |evels of accounting relief. The
subcomm ttee ultinmately decided to recommend volune limts
based on total BCE rather than royalty BOE. The

subcomm ttee al so reduced the nunber of volume |evels from
five to one. This sinplified the cal cul ati ons

significantly.

17



MVE Response. W agree with the subcomittee’s

reconmendat i ons.
Net Adj ustnent Reporti ng

1999 Proposed Rule. 1In 8§ 204.204, MVS proposed to all ow

net adjustnent reporting as one of the notification-based
relief options. In this reporting scenario, |essees could
adj ust a previously-reported royalty line in a one-line net
entry on the Report of Sales and Royalty Rem ttance, Form
MVS- 2014, rather than using MM s traditional two-1line

adj ust nent process.

Public Comments. One State objected to allow ng net

adj ustments. One industry association thought net

adj ust nent reporting should be allowed for all |eases under
MVE' s reengi neered system The law firm however,
commented that net adjustnents would not be “relief” for
mar gi nal properties if it is allowed for all reporters in

t he reengi neered system

RPC Subconmi ttee Recommendati on. The subcomm ttee

menber s di scussed the problenms MMS s financi al

reengi neering team had encountered in trying to inplenent
net adjustnent reporting. Because of very specific

requi renents in FOGRVA for certain data elenents to be

di spl ayed on the Expl anati on of Paynents (EOP) sent to

States and tri bes, the reengineering teamand MVE s

18



i ndustry partners found net adjustment reporting

unwor kabl e. However, MVS continues to | ook for acceptable
net adjustnent reporting options for reengi neering

pur poses. Based on MV5's continuing efforts to offer net
adj ustnent reporting for all reporters, the subcommttee
recomrended that the net adjustnment reporting relief option
be dropped fromthe proposed rule.

MVE Response. W agree with the subcommittee’s

reconmendat i on.
“Rol | ed-Up” Reporting Relief Option

1999 Proposed Rul e. In 8§ 204. 205, MMS proposed to all ow

“rol l ed-up” reporting as one of the notification-based
relief options. In this reporting scenario, |essees could
report all selling arrangenents for a revenue source under
a single selling arrangenent on the Form MMS 2014.

Public Comments. The law firmstated that “rolled-up”

reporting was not significant relief. One of the industry
associ ations agreed that if all product codes could not be
rolled up, this was not significant relief.

RPC Subcomm tt ee Recommendati on. The subcomm ttee

recommended that the rolled-up reporting relief option be
dropped fromthe proposed rule. This recomendati on was,
agai n, associated with the problem of accomvodati ng

required EOP information and the fact that selling

19



arrangenents were dropped fromthe revised Form MVS-2014
effective Cctober 1, 2001.

MVE Response. W agree with the subcommttee’s

reconmendat i on.

Al ternate Valuation Relief Option

1999 Proposed Rule. 1In 8§ 204.206, MVS proposed to all ow

| essees to request approval to report and pay royalties
using a val uation nmethod other than that required under 30
CFR part 206.

Public Comments. One State and one industry association

did not think alternative valuation relief was necessary
because | essees al ready have that option under current

val uation regulations. The law firmwas troubled by the
provi sion that the proposed val uati on nethod shoul d
“approximate 30 CFR part 206.” The law firmstated that
with all the litigation currently in progress, it would be
difficult for someone to determ ne what that val ue should
be. Another State comented that the proposed rule invited
[itigation because there was no way for a State or MM5 to
determ ne whether an alternate val uati on nmet hod woul d
“approximate” royalties in the future. The State further
added that alternate valuation relief was not accounting,

reporting or auditing relief but really royalty relief.

20



RPC Subconmi ttee Recommendati on. The subcomm ttee

recommended dropping this option fromthe proposed rule.

MVE Response. W agree with renoval of this option for

t he reasons stated by the comrenters. Moreover,
alternative valuation is still an option a | essee may
request under the other relief option in 8 204.203 of this
second proposed rul e.

1999 Proposed Rule. 1In § 204.211, MVS proposed how it

woul d review requests for alternative relief. MVS did not
propose tinme franes within which it would revi ew requests.

RPC Subconmi ttee Recommendati on. The subcomm ttee

recommended that MMS have 120 days to review alternative
relief requests. The subconmttee recommended that if MVS
did not conplete the review within the prescribed 120 days,
requests woul d be deenmed “approved.”

MVE Response. MVB has not determ ned whether to adopt

t he RPC subconmittee’s recommendati ons. W are concer ned
about deem ng a request “approved” based solely on the
length of tinme el apsed after receipt of the request w thout
any Departnent review One alternative is to deemthe
request denied if MVMS does not approve or disapprove a

| essee’s request within 120 days after MVS received the
request. Because denial of a request may be appeal ed, that

woul d give the Departnent the opportunity to reviewthe

21



request and make an inforned decision. The other
alternative is to have no timng requirenments by not
i ncl udi ng any provision at all.

Because of these concerns we are specifically requesting
coments on:

* Whether there should be a tine limt on MVB approval
after it receives a request for reporting, accounting, and
auditing relief;

* Whet her the request should be deened approved or denied
after sonme tine period, and what that period should be; and

* Any other alternative approaches.

Audit Relief Option

1999 Proposed Rule. In 8§ 204.207, MVS proposed to allow

audit relief such as audits of |imted scope, audits
coordinated with other State or Federal agencies, or audits
by i ndependent public accountants.

Public Comments. One State objected to any limt on the

scope of audits. The State further added that independent
auditors do not review whether royalties are paid
correctly. Another State stated that it did not believe
that audit relief was warranted and woul d not participate
init. The third State wanted to renove the audit relief
option related to “coordi nated royalty and severance tax

audi ts” because it conprom sed the State’s right to audit.

22



The law firmstated that audit relief was not much relief
because under the current strategy margi nal properties are
sel dom audited. One industry association agreed that audit
relief was not nmuch relief because the States and MVB

al ready practice coordinated audits. The other industry
associ ation, however, strongly supported audit relief.

RPC Subcomm tt ee Recommendati on. The subconmittee

recommended dropping this option fromthe proposed rule.

MVE Response. W agree with renoval of this option for

the reasons stated by the State commenters. Moreover,
audit relief is still an option a | essee may request under
the "other" relief option in 8§ 204.203 of this second
proposed rul e.

O her Relief Option

1999 Proposed Rule. 1In § 204.208, MVS proposed to allow

a |l essee to request any type of accounting and auditing
relief that was appropriate for a specific marginal
property provided that it was not specifically prohibited.

Public Comments. One State opposed the other relief

opti on because the burden to evaluate the request was too
great for a meaningless |evel of cost savings.

RPC Subcomm tt ee Recommendati on. The subconmittee

menbers di scussed all three approval-based relief options

contained in the 1999 proposed rule. Because of the
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sensitivities surrounding what was in the original
proposal , the subcomm ttee decided to recomend an
approval - based relief option called “other” relief. O her
relief would apply to all marginal properties and could be
anything within MMS authority that the | essee or his/her
desi gnee believes would be nmargi nal property relief. The

| essee woul d need to submt a proposal to MVS for approval.
After consultation with the State or States concerned, MVB
woul d deci de whether to grant the requested relief.
Exanpl es of what m ght be considered are paynments made nore
than annually but less than nonthly or an alternative

val uati on net hod.

MVE Response. W agree with the subcommittee’s

recommendation. Further, we disagree with one State’s
comment that such an option is too great a burden rel ative
to any savings. As this second proposed rule states, any
relief requested nust neet the statutory requirenments in
RSFA to pronote production, increase net receipts, and

reduce adm ni strative costs.
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Di sal |l owed Relief Options

1999 Proposed Rule. In 8 204.209, MVS |isted relief

itenms that MMS woul d not approve if requested by | essees.

Public Comments. One State wanted to add three itens to

the types of relief that MMS woul d not approve. The itens
were any relief request that (1) decreases royalty incone
bel ow true market value, (2) increases allowances, or (3)
reduces royal ty-bearing vol unes.

RPC Subcomm tt ee Recommendati on. The subconmittee

recommended retaining the list of disallowed itens with no
changes.

MMS Response. W believe that 8§ 204.203(a)(1) in this

second proposed rule, which provides that any alternative
val uati on met hodol ogy must approxi nate royalti es payable
under 30 CFR part 206, addresses the State’s concern.
Notification-Based Relief

1999 Proposed Rule. In 8§ 204.210(a), MVS described the

information a | essee nust submt to MMS before taking any
notification-based relief.

Public Comment. One industry association supported

notification-based relief rather than request-based relief.
The ot her industry association did not want any required
notification for taking relief in 88 204.203, 204.204, and

204. 205.
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Two St ates opposed the automatic relief options. One of
those States indicated that all relief should be gai ned
t hrough an approval process. One industry association
i ked the provision that would allow | essees to file a
single notification for nultiple margi nal properties.

RPC Subconmi ttee Recommendati on. The subcomm ttee

recommended only one type of notification-based relief--
curul ati ve annual reporting.

MVS Response. W agree with the subcommittee

recommendation to allow only notification-based relief for
annual reporting.
Approval Process

1999 Proposed Rule. In 88 204.212 and 204. 213, MBS

descri bed the approval process for request-based relief.

Public Comments. Al three States thought that the

approval process placed too nuch adm nistrative burden on
the States. One State objected to MMS telling the States
what the scope, tinmng or process should be for its review
of a request. The sane State noted that MVS cannot tell a
State who in the State will nake determ nations on relief
or how |l ong they have to make the determ nations. One

i ndustry associ ati on suggested that authority to approve
alternative val uation should be del egated to soneone bel ow

the Assistant Secretary for Land and M neral s Managenent
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(ASLM. The other industry association wanted approval
authority for all properties to be with the ASLM The | aw
firm one State, and one industry associ ati on coment ed
that they did not agree with the fact that the regul ation
required States to do things within specified tinme periods
but not MVS. One State did not agree with the provision
that if the State did not notify MVS of its decision wthin
30 days then the State is deened to agree with MVB' s
determ nation. One industry association was concerned t hat
States m ght be given nore than 30 days to review and
decide relief options. The sane industry association
supported publication of States’ decisions to allow or
disall ow certain types of relief and wanted M5 and t he
States to develop criteria for analyzing relief requests.

RPC Subconmmi ttee Recommendati on. The subcomm ttee

recormended that MVS consult with the State concerned about
a request for relief rather than requiring a decision from
the State in a specific period of tine.

MVE Response. The State’s concerns regarding timng are

no | onger an issue because this proposed rule now requires
consultation with the State concerned, rather than specific
timng requirenents. See discussion on proposed

§ 204.207(b) under the topic “State Liability” above.
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Length of Reli ef

1999 Proposed Rule. In § 204.217, MVS proposed that any

approved relief would remain in effect for as long as the
property qualified as marginal.

Public Comments. One State opposed continuous relief

t hroughout the Iife of a | ease and thought the marginal
properties should be nonitored periodically. One industry
associ ation supported relief for the life of the |ease.

RPC Subcomm tt ee Recommendati on. The subcommttee did

not recommend any changes in 8 204.217 (redesignated as
8§ 205. 209).

MVE Response. W agree that properties should have

relief for the life of the |lease only if they continue to
qualify as marginal. Mreover, nothing in this proposed
rul emaki ng precludes MMS from nonitoring and auditing

| eases for conpliance with other MMS regul ati ons and | ease
terns.

Rel ationship to G her Incentive Prograns

1999 Proposed Rule. In 8§ 204.218, MVS proposed that a

| essee could obtain accounting and auditing relief for a
mar gi nal property even if the property benefited from ot her
Federal or State production incentive prograns.

Public Coments. One State commented that | essees shoul d

be required to disclose other types of relief they are
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receiving. One industry association supported the
provision allowi ng | essees to get margi nal property relief
even if they benefit fromother incentive prograns.

RPC Subconmi ttee Recommendati on. The subcomm ttee did

not recomend any changes in this provision.

MVE Response. W agree that | essees should get narginal

property accounting and auditing relief even if they
benefit fromother relief prograns. Nothing in RSFA
precl udes obtaining marginal property relief if a |lessee
obtains other relief.

Fees

1999 Proposed Rule. 1In § 210.210(b), MVS listed the

informati on that |essees nust submt in their requests for
accounting and auditing relief and the requirenment to
submt a $50 fee with each request.

Publ i ¢ Comrent s. One State stated that the itens to be

included in the witten request for relief were inadequate.
Two States said the $50 fee is too | ow conpared to the cost
incurred by States and MV5S to process requests. Two States
t hought the fees should be shared with the States. Both

i ndustry associ ati ons opposed the fee. One industry
association said that small independent producers coul d not
afford it and did not like the fact that MVS woul d not

refund the fee for any reason.
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RPC Subconmi ttee Recommendati on. The subcomm ttee

recommended elimnation of the fee for request-based
relief.

MMS Response. After further |egal review, we have

decided that it is reasonable not to recover a processing
fee for requests or notices under this proposed rule. MBS
recovers its costs under the I ndependent O fices
Appropriations Act of 1952 (10OAA),® for Federal offshore

| eases, and the Federal Land Policy and Managenent Act of
1976( FLPMA), ” for Federal onshore |eases. Thus, as part of
t he previously-proposed rul emaki ng, we anal yzed the
proposed margi nal property relief's cost recovery fees for
reasonabl eness according to the factors in FLPVA section
304(b).® In that proposed rul emaki ng, we exanined the
"reasonabl eness factors" which FLPVA requires to be
considered: (a) actual costs (exclusive of managenent
overhead); (b) the nonetary value of the rights or

privil eges sought by the applicant; (c) the efficiency to
t he Governnent processing involved; (d) that portion of the
cost incurred for the benefit of the general public

interest rather than for the exclusive benefit of the

°31 U.S.C. 9701 et seq.
743 U.S.C. 1701
®64 FR 3366- 69.
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applicant; (e) the public service provided; and (f) other
factors relevant to determ ning the reasonabl eness of the
costs.

For margi nal property relief taken or requested under 8§
204. 210, the nethod used to evaluate the factors under the
previ ousl y-proposed rul emaki ng was twofold. First, we
estimated actual costs and eval uated each of the remaining
FLPMA r easonabl eness factors (b) through (f) individually
to deci de whether the factor m ght reasonably lead to an
adj ustnent in actual costs. |If so, that factor was then
wei ghed agai nst the remaining factors to determ ne whet her
anot her factor m ght reasonably increase, decrease, or
elimnate any contenpl ated reduction. On the basis of that
twof ol d anal ysis, although MMS' s total estimted actua
costs were $2,370 to process an average request, MBS
determned that a fee of $50 to process relief requests was
reasonabl e.

MVE deternmined a reduced fee was reasonable primrily
based on its evaluation of FLPVA factor (f) O her Factors.
MVE' s primary consideration under this factor was RSFA s
purpose with respect to margi nal properties. Congress

enacted RSFA to “pronote production,”® by “encourag[ing]

°RSFA section 7(a).
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| essees to continue to produce and devel op nmargi nal

properties.”?°

Congress stated that "certain regul atory

* * * obligations should be waived if it can be
denonstrated such a waiver could aid in maintaining
production that night otherw se be abandoned.”!! However,
RSFA al so mandated that any relief should "reduce

adm nistrative costs, and increase net receipts to the
United States and the States."'? Congress stated that
granting relief for marginal properties should "result in
additional receipts fromoil and gas production that woul d
ot herwi se be abandoned, and would * * * increase oil and
gas production on Federal |ands by creating economc
efficiencies to make Federal |eases nore conpetitive with
private | eases."!® Thus, as part of its FLPVA

reasonabl eness anal ysis, MVS considered (1) whether the
benefit fromthe increase in royalties to be gained from
continued production frommarginal properties and the
decreased adm nistrative burden to MVS fromgranting such
relief merited a reduction in fee charges; and (2) whether

recovering the fee woul d defeat the Congressional intent to

S, Rep. 260, 104th Cong., 2d Sess. 20 (1996); H. R 667,
104t h Cong., 2d Sess. 20 (1996).

Y4 R 667, 104th Cong., 2d Sess. 20 (1996).

? RSFA section 7(a).

) d. at 20-21.
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provi de relief by discouragi ng conpani es fromrequesting
relief.

MVE has reexam ned the anal ysis under factor (f) in the
previ ousl y-proposed rule to determ ne whether those factors
warranted elimnation of the proposed fee. W believe they
do. W do not believe that the adm nistrative savings to
industry that may be afforded if they are granted relief
will be significant enough for themto pay to request
relief. Moreover, we believe that the conpanies that nost
need the relief are small independents who woul d be
di scouraged from applying for relief by even the nom nal
$50 fee previously proposed. Because the purpose of RSFA
is to grant relief to producers so that they will continue
to produce, we believe it is counterproductive to include a
fee that will discourage many of the smaller marginal
producers fromrequesting relief. Thus, we are not
proposing to require paynment of a processing fee for relief
requests.

I11. Procedural Mtters
1. Public Coment Policy

Qur practice is to make comrents, including nanes and
home addresses of respondents, available for public review
during regul ar business hours and on our Internet site at

www. ntm mms. gov. I ndividual respondents may request that
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we withhold their hone address fromthe rul emaki ng record,
which we will honor to the extent allowable by Iaw. There
al so may be circunstances in which we would withhold from
the rul emaki ng record a respondent’s identity, as allowable
by law. If you wish us to withhold your nane and/ or
address, you nust state this promnently at the begi nning
of your comments. However, we will not consider anonynous
corments. We will nmake all subm ssions from organi zati ons
or businesses, and fromindividuals identifying thensel ves
as representatives or officials of organizations or
busi nesses, available for public inspection in their
entirety.
2. Summary Cost and Benefit Data

We have sunmmari zed bel ow the estinmated costs and benefits
of this proposed rule to all potentially-affected groups:
i ndustry, State and | ocal governnents, and the Federal
Governnent. Indian tribes and allottees are not affected
by this rule. The cost and benefit information in this
Item 2 of Procedural Matters is used as the basis for the
Departnental certifications in Itens 3 through 11 bel ow

A.  Industry

(1) Cost--Notification-based relief--Submtting

notifications. Approximtely 3,000 Federal oil and gas

properties produce 1,000 or less BOE annually. In the
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first year after this rule becones effective, we estimte
that | essees of 1,000 of these properties will submt
notifications that they will take cunul ative reporting and
paynment relief. W do not anticipate that all |essees of
qualifying properties will submt notifications because not
all States will allow reporting and paynent relief, and

| arge corporations may find that nodifying their conputer
systens to report and pay on a few | eases annual |l y rat her
than nmonthly will not be cost effective.

We further estimate that a lessee will require 2 hours to
determine if a property qualifies for cunulative reporting
and paynent relief and then prepare and submit the
notification to MVs. Consequently, the total estinated
burden for all notifications in the first year is 2,000
hours (1,000 properties X 2 hours). Using an estinmated $50
per hour cost, the total cost for all |essees to submt
t hese notifications is $100,000 (2,000 burden hours X $50).

Because the reporting and paynent relief for a qualified
property is for the life of the property as |long as the
property produces |ess than 1,000 BCE per year, a
notification need only be filed one tine. However, we
estimate that MVMS w il receive notifications for
approxi mately 100 newl y-qualifying properties in each

subsequent year. The total estimated burden for each

35



subsequent year is 200 hours (100 properties X 2 hours) for
a total cost of $10,000 (200 hours X $50).

(2) Benefit--Notification-based relief--Reporting fewer

lines. W estimate that an average of 1,000 properties
(500 | eases and 500 Agreenents) will involve cunul ative
reporting and paynment relief annually. This neans that
royal ties on these properties will be reported and paid
annual ly rather than nonthly. W further estimate that

| essees will submt 5,500 fewer lines for leases (1 line
per nmonth X 11 nonths X 500 | eases) and 16,500 fewer |ines
for Agreenents (3 lines per nonth X 11 nonths X 500

Agr eenents) on Form MVS-2014, each year for a total of
22,000 fewer lines per year. Because each |line averages 3
m nutes to submt, we estimate that | essees will save 1,100
burden hours (22,000 lines X 3 mnutes + 60 m nutes/hour)
or a total of $55,000 (1,100 hours X $50/hour) in the first
year this rule is effective and for each year thereafter

(3) Cost--Request-based relief--Requesting approval. M

expects approximately 10 requests per year for other
accounting and auditing relief. W estinate each request
will require 4 hours for a |l essee to prepare and submt.
This estimate al so includes providing information
originally omtted fromthe request and | essee approval of

MVB nodi fications, if any. The estinated cost to | essees
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to request other relief is approximately $2,000 per year
(10 requests X 4 hours per request X $50 per hour).

(4) Benefit--Request-based relief--Taking request-based

relief. W are unable to quantify the benefits of the
request -based relief category at this tinme because we do
not know what types of relief industry will request or how
many MVS wi || approve.

(5) Cost--Both types of relief--Notifying MVS that relief

has ceased. Wen a property ceases to qualify for

previously granted relief, the | essee or designee is
required to notify M. MVS expects that 24 properties
will cease to qualify for relief each year and that each
notification wll require 1/4 hour to prepare and submt.
The estimated cost to | essees for these notifications is
approxi mately $300 (24 properties X .25 hours X $50).

Smal | Busi ness Issues. Approximtely 2,500 conpani es

report and pay royalties to MM5. W estinmate that over 97
percent of these conpanies are snmall businesses as defined
by the U S. Small Business Adm nistration because they have
500 or fewer enployees. W anticipate that nost of the
relief granted under this proposed rule will benefit smal
conpanies. Typically, as properties near the end of their
productive life, larger conpanies with higher overhead,

sell their marginal properties to small conpani es who can
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operate themnore profitably. W expect nopst snal
conpanies will avail thenselves of the cunul ative reporting
and paynent relief option. Generally, |larger conpanies nmay
not use this option because of the expense of nodifying
their large, conplex conputer systens to report a few

| eases on an annual rather than a nonthly basis. However,
we expect that nost request-based relief will be sought by
| ar ger conpani es havi ng nore sophisticated and conpl ex
accounting considerations. |If any conpany, |large or small
chooses not to take the accounting and auditing relief
offered in this proposed rule, it wll incur no additiona
expense or burden.

B. State and Local Governments

This rule will not inpose any additional burden on |ocal
governments. MMVS estimates that States inpacted by this
rul e would i ncur costs and benefits as cal cul ated bel ow.

(1) Cost--Notification-based relief--Determning State

partici pation. Burden hours for review and devel opnent of

a bl anket State policy on accounting and auditing relief is
estimated to be 40 hours at the begi nning of each year.
Only 4 States have sufficient nunbers of marginal
properties to require an in-depth analysis of the economc
i mpact of offering accounting and auditing relief.

Consequently, we estimate the total annual burden to
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establish blanket policies for all States to be
approximately 160 hours (4 primary States X 40 hours) or a
total cost of $8,000 (160 hours X $50).

(2) Cost--Request-based relief--Consulting with MVS.

Consultation with MVS on individual requests for other
accounting and auditing relief is estimated to be 4 hours
per property. As noted previously, MBS expects

approxi mately 10 requests for individual accounting and
auditing relief each year for a total burden of 40 hours
for all States (10 requests X 4 hours per request) or a
total cost of $2,000 (40 hours X $50).

(3) Benefit--Notification-based relief--Prolonging life

of marginal wells. As discussed initem2. A, we estimte

that after the first year, cunulative reporting will save

i ndustry approxi mately $45,000 annually ($55, 000 -

$10,000). W believe this reduced cost of operations wll
prolong the |life of marginal wells. If the reporting
relief encourages industry to continue to produce oil and
gas from margi nal properties, States will benefit in the
additional receipts. The States generally would receive 50
percent of the royalties collected on additional production
pl us additional severance and ad val oremtaxes. The States
al so woul d benefit fromcontinued enpl oynment and economi c

activity resulting from production that woul d ot herw se be
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abandoned. W cannot determne the |length and dollar
benefit of this additional well life at this tine.

However, we believe that if States choose to participate in
this reporting relief, the net benefits to the States w |
be positive.

(4) Cost--Notification-based relief--Lost tine value of

noney. Because paynents woul d be made annual ly rather than
monthly, States will |ose the time value of nobney on sal es

made in the 11 nonths before the royalty paynent is due.
Cenerally, States receive 50 percent of the royalties
col l ected for onshore | eases.

For exanpl e, New Mexico has the |argest nunber of
properties qualifying for cunul ative reporting and paynent
relief--approximtely 1,280. Using a value of $21 per
barrel of oil and $2.20 per Mf of gas and a 7 percent
interest rate, we estimate that if all 1,280 qualifying
properties take cunul ative reporting and paynent relief,
New Mexi co woul d | ose a maxi mum of $14,000 annually in the
tinme value of noney. The calculation for New Mexico
mar gi nal properties producing 1,000 BOE per year or less is

as foll ows:

40



Action Gas (Mcf) O 1 (bbl) Tot al

Total qualifying vol une 1,741, 829 154, 101

Mul tiplied by estimted unit val ue X $2.20| X $21.00

Total estimated val ue $3, 832, 023 | $3, 236, 121 | $7, 068, 144
Miultiplied by royalty rate ! X .125
Total royalty due for year $ 883,518
Di vi ded by 12 nonths 2 + 12
Average royalty due per nonth $ 73,626
Mul tiplied by est. interest rate X . 07
Interest on 1 nmo. royalty for 1 yr. $ 5, 153
Mul tiplied by 66/12 3 X 66/12
Interest (tine value) lost for yr. 4 $ 28, 341

1 The royalty rate for Federal onshore |eases is nost
often 12 1/2 percent. However, nany of these nargi na
properties may also qualify for |ower royalty rates under
the stripper oil royalty rate reduction program (30 CFR
216.57). Consequently, the royalty value in this
cal cul ati on coul d be |ess.

2 To sinplify this calculation, we divided the tota
royalty due for the year by 12 nonths on the assunption
that the royalties would be evenly produced throughout the
year.

3This factor reflects the fact that different amunts of
i nterest would accrue for each production nonth, beginning
with 11/12 of 7 percent for the first nmonth; 10/12 of 7
percent for the second nonth; 9/12 of 7 percent for the
third nonth, etc. for a total of 66/12.

4 The New Mexico State share is 50 percent; the Federal
share is 50 percent. W rounded each share to $14, 000.

As noted above, we cal culated the tinme val ue of noney
| ost for qualifying properties in New Mexico to be
approxi mately $28,000 annually (the New Mexico share is
$14, 000 and the Federal governnent’s share is $14, 000).
Because New Mexi co has 43 percent of all margina
properties producing 1,000 BCE or |ess per year, we
extrapol ated the total loss for qualifying properties in
all States to be $65,000 annually ($28,000 + .43 =

$65, 000). The share of the lost time value of noney for
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all States would be $32,500 and the Federal governnent’s
share woul d be $32, 500.

C. Federal Gover nnent

(1) Benefit--Notification-based relief--Processing fewer

lines. As noted in item2.A (2) above, |essees wll
report--and MMS wil|l process--approximately 22,000 fewer
i nes under the cunul ative reporting and paynent relief
option. W estimate that MVB wil|l save approxi nately

$8, 360 per year (22,000 lines X $.38 processing cost per
line). W determ ned the cost per |ine using cost data
from OMB Control Nunber 1010-0140 ($958, 229 cost to MMS to
process lines received fromindustry on the Form MG 2014
di vi ded by 2,496, 000 expected |lines per year).

(2) Cost--Notification-based relief--Processing

notifications. 1In the first year, MVS expects to receive

1,000 notifications from| essees who wish to report
annually on their marginal properties. W estinmate that
recordi ng each notification in MMB's automated records w ||
require 5 mnutes per notice. Total time to record the
notifications is 83 hours (1,000 notices X 5 mnutes/notice
+ 60 mnutes/hour). Using an average cost of $50 per hour,
the total cost to the Governnent is estimated to be $4, 150.
In the second year and each year thereafter, MVB expects

to receive only 100 notifications. Total tinme to record
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the notifications is 8 hours (100 notices X 5
m nutes/ notice + 60 minutes/hour) or a total cost of $400
(8 hours X $50/ hour) .

(3) Cost--Request-based relief--Evaluating requests for

other relief. As noted in item 2. A (3) above, MV5 expects

to receive 10 individual accounting and auditing relief
requests fromlessees annually. W estimte that each
request will require 40 hours to analyze for a total cost
of $20,000 (10 requests X 40 hours per request X $50 per
hour) .

(4) Benefit--Notification-based relief--Prolonging life

of marginal wells. As discussed in item 2. A above, we

estimate that after the first year cunul ative reporting
will save industry approximately $45,000 annually ($55, 000
- $10,000). W believe this reduced cost of operations
will prolong the life of marginal wells. W cannot
determine the I ength and dollar benefit of this additional
well life at this tine. The Federal governnent woul d
generally receive 50 percent of the royalties collected on
addi tional production. W believe the net benefit to the
Federal government will be positive.

(5) Cost--Notification-based relief--Lost tine value of

noney. The Federal governnment will l[ose the tinme val ue of

noney on sales made in the 11 nonths before the royalty
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paynent is due. GCenerally, the Federal

gover nnent

recei ves

50 percent of the royalties collected for onshore |eases.

W believe the anpunt

the tine value of noney would be the sane as for al

or $32,500 annually (see item B. 4.
cal cul ation).

D. Summary of Costs and Benefits

| ost to the Federal

gover nment for

above for the

St at es

Benefit/ <Cost >

Description First Subsequent
Year Year s

A.  Industry
(1) Cost--Notification-based relief--

Submitting notifications $<100, 000> [ $<10, 000>
(2) Benefit--Notification-based relief--

Reporting fewer lines 55, 000 55, 000
(3) Cost--Request-based relief--Requesting

approval <2, 000> <2, 000>
(4) Benefit--Request-based relief--Taking

request - based relief and prolonging the life

of marginal wells Unknown Unknown
(5) Cost--Both types of relief--Notifying

MVS that relief has ceased <300> <300>

B. State and Local CGovernnents
(1) Cost--Notification-based relief--

Determ ning State participation <8, 000> <8, 000>
(2) Cost--Request-based relief--Consulting

with MVB <2, 000> <2, 000>
(3) Benefit--Notification-based relief--

Prolonging |ife of nmarginal wells Unknown Unknown
(4) Cost--Notification-based relief--Lost

time val ue of noney <32, 500> <32, 500>

C. Federal Governnent
(1) Benefit--Notification-based relief--

Processing fewer |ines 8, 360 8, 360
(2) Cost--Notification-based relief--

Processing notifications <4, 150> <400>
(3) Cost--Request-based relief--Evaluating

requests for relief <20, 000> <20, 000>
(4) Benefit--Notification based relief--

Prolonging the |life of marginal wells Unknown Unknown
(5) Cost--Notification-based relief--Lost

time val ue of npbney <32, 500> <32, 500>

3. Regulatory Planning and Revi ew (Executive Order 12866)
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This docunent is not a significant rule and is not
subject to review by the O fice of Managenent and Budget
under Executive Order 12866.

(1) This proposed rule will not have an effect of $100
mllion or nore on the econony. It wll not adversely
affect in a material way the econony, productivity,
conpetition, jobs, the environnent, public health or
safety, or State, local, or tribal governnents or
conmuni ties.

(2) This proposed rule will not create a serious
i nconsi stency or otherwse interfere with an action taken
or planned by anot her agency.

(3) This proposed rule will not alter the budgetary
effects or entitlenments, grants, user fees, or |oan
prograns or the rights or obligations of their recipients.

(4) This proposed rul e does not raise novel |egal or
policy issues.

4. The Reqgulatory Flexibility Act

The Departnment of the Interior certifies that this rule
wi Il not have a significant economc effect on a
substantial nunber of small entities under the Regul atory
Flexibility Act (5 U S.C. 601 et seq.). See the discussion

of small business effects in Item 2. A. above.
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Your conmments are inportant. The Small Busi ness and

Agricul tural Regul atory Enforcenent Orbudsman and 10

Regi onal Fairness Boards were established to receive
comments from small businesses about Federal agency
enforcenent actions. The Onbudsman wi Il annual ly eval uate
the enforcenent activities and rate each agency’s

responsi veness to small business. |If you wish to coment
on the enforcement actions in this rule, call 1-888-734-
3247. You may coment to the Small Business Adm nistration
wi t hout fear of retaliation. Disciplinary action for
retaliation by an MVS enpl oyee may i ncl ude suspensi on or
term nation from enpl oynent with the Departnent of the

I nterior.

5. Small Business Regul atory Enforcenent Act (SBREFA)

This rule is not a magjor rule under 5 U S.C. 804(2), the
Smal | Busi ness Regul atory Enforcenent Fairness Act. This
rul e:

a. WII not have an annual effect on the econony of $100
mllion or nore.

b. WII not cause a nmjor increase in costs or prices
for consuners, individual industries, Federal, State, or
| ocal governnent agencies, or geographic regions.

c. WII not have significant adverse effects on

conpetition, enploynent, investnent, productivity,

46



i nnovation, or the ability of U S.-based enterprises to
conpete with foreign-based enterpri ses.
6. Unfunded Mandates Ref orm Act

This rule will not inpose an unfunded nandate on State,
| ocal, or tribal governnents or the private sector of nore
than $100 million per year. The rule will not have a
significant or unique effect on State, local, or tribal
governments or the private sector. A statenment containing
the information required by the Unfunded Mandates Reform

Act (2 U.S.C. 1531 et seq.) is not required.
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7. Takings (Executive Order 12630)

I n accordance with Executive Order 12630, this proposed
rul e does not have significant takings inplications. This
rul e does not inpose conditions or limtations on the use
of any private property; consequently, a takings
i nplication assessnment is not required.

8. Federalism (Executive Order 13132)

| n accordance with Executive Order 13132, this proposed
rul e does not have Federalisminplications. This rule does
not substantially or directly affect the relationship
bet ween Federal and State governnments or inpose costs on
States or localities.

9. Civil Justice Reform (Executive Order 12988)

I n accordance with Executive Oder 12988, the O fice of
the Solicitor has determned that this proposed rule wll
not unduly burden the judicial system and does neet the
requi rements of sections 3(a) and 3(b)(2) of the O der.

10. Paperwork Reduction Act of 1995

Thi s proposed rule contains new information collection
requi renents that we have submtted to the Ofice of
Managenent and Budget (QOVB) for review and approval under
section 3507(d) of the Paperwork Reduction Act of 1995. As

part of our continuing effort to reduce paperwork and
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respondent burden, we invite the public and ot her Federal
agencies to conment on any aspect of the reporting burden.

Submt your comments to the O fice of Information and
Regul atory Affairs, OVB, Attention Desk O ficer for the
Departnent of the Interior (OVB Control Nunber 1010-NEW,
725 17" Street, Washington, D.C. 205083.

Send copi es of your comrents to Paul A Knueven, Chief,
Regul ati ons and FO A Team M nerals Managenent Servi ce,
M neral s Revenue Managenent, P.O Box 25165, Ms 320B2,
Denver, Col orado 80225. If you use an overni ght courier
service, the MVS courier address is Building 85 Room A-
614, Denver Federal Center, Denver, Col orado 80225. You
may al so email your comments to us at nrm conment S@ms. gov.
I nclude the title of the information collection and the OVB
Control nunber in the “Attention” line of your conment.
Al so include your nane and return address. Submt
el ectronic coments as an ASCI| file avoiding the use of
speci al characters and any form of encryption. |If you do
not receive a confirmation that we have recei ved your
emai |, contact M. Knueven at (303) 231-3316.

OMB has up to 60 days to approve or disapprove this
col lection of information but nmay respond after 30 days.
Therefore, public coments should be subnmtted to OVB

within 30 days in order to assure their maxinmum
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consi deration. However, we will consider all coments
recei ved during the coment period for this notice of
proposed rul emaki ng.

I nformati on Collection Burden. The annual reporting

burden for this information collection in the first year
after this rule is effective is 2,206 hours. W expect
approximately 1,034 responses from 1,010 Federal | essees or
desi gnees and approxi mately 4 responses from 4 States
annually. The tabl e bel ow shows the breakdown of burden in

the first year by proposed CFR section and paragraph:

Burden Annual Annual
30CFR Reporting Requirement Hoursper | Number of | Burden
Section Response Responses | Hours

204.202 | You must notify MM S under § 204.205(a) before

(b); taking [cumulative reporting] relief under this option

204.205 | * * * Totake accounting relief under

) § 204.202, you must notify MMS in writing * * * 2 1,000 2,000

204.202 Submit your royalty report and payment . . . by the Burden covered under OMB Control
(©), (e, end of February * * * Submit your royalty report and | Number 1010-0140

(), (9); payment by the end of March if you have an estimate
204.210 | onfile* * * Report one line of cumulative royalty
(c) information on the Report of Sales and Royalty
Remittance, Form MM S-2014 * * * |f you take relief
you are not qualified for, you must * * * amend your
Form MM S-2014 * * * Y ou must report allowances
on Form MM S-2014 on the same annual basis asthe
royalties for your marginal property * * * Y ou must
report and pay royalties for the portion of the
calendar year * * * by the end of the month after you
dispose of the marginal property * * * Y ou must
adjust your royalty paymentsif they are affected by
any required BLM or OMM reallocation under the
nonqualifying Agreement.

204.203 | You must request approval from MMS under §

(b); 204.205(b) before taking relief under this [other
204.205 relief] option * * * To obtain [other] accounting or
b)(D); auditing relief under § 204.203, you must filea
204.206 | writtenrequest * * * Y ou have 60 days from your
@), receipt of MMS' s notice to either accept or reject any
(b) modificationsin writing * * * If your request for
relief isnot complete* * * you must submit the
missing information within 60 days* * * You may
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submit anew request for relief * * * at any time after
MMS returns your incomplete request. 4 10

204.208 | * * * The State must notify the Associate Director
(©), (d) for [MRM], in writing of itsintent to allow or
disallow one or both of therelief options* * * [and]
specify inits notice of intent * * * which relief
optionsit will allow or disallow * * * If it so decides
* * * that it will allow one or both of the relief
options previously denied * * * the State must notify
the Associate Director * * * inwriting * * * itsintent
to allow one or both of therelief options* * * [and]

optionsit will allow.

specify inits notice of intent * * * which relief 40 4 160

204.209 | You must notify MMS in writing by December 31
(b) that the relief for your property has terminated. .25 24

6

Total 1,038 2,206

As noted in the table above, the total burden hours for
this information col lection is 2,206 hours in the first
year. Using an average cost of $50 per hour, the total
cost to respondents is $110, 300.

In the second year after this rule is effective and each
year thereafter, the annual burden for this information
collection will be substantially reduced to 406 hours and a
total cost of $20,300 (406 hours X $50/ hour). Because the
reporting and paynent relief for a qualified property is
for the life of the property as long as the property
produces | ess than 1,000 BCE per year, a notification under
88 204.202(b) and 204.205(a) need only be filed one tinmne.
Consequently, we expect only 100 notifications for new y-
qgqual i fying properties in each subsequent year. The total
estinmated burden for notifications will decrease from 2,000

hours (1,000 responses X 2 hours) to 200 hours (100
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responses X 2 hours) for a total decrease of 1,800 hours.
MVS will notify OVB of this burden adjustnent at the
appropriate tine. There are no additional recordkeeping
costs associated with this information collection.

Effects on OVMB Control Nunmber 1010-0140, Report of Sal es

and Royalty Renittance, Form MVB-2014. W estimate that as

a result of cumulative reporting, |lessees wll submt, and
MVS will receive, a total of 22,000 fewer lines on Forns
MVS- 2014 each year. However, because this rule potentially
i npacts less than 0.9 percent of the total expected |ines
(22,000 lines + 2,496,000 |ines = .0088) each year, we are
not revising our burden estinates for OVB Control Nunber
1010- 0140 at this tinme. Qur burden estimates for Form MVS-
2014 are based on a conbination of historical information
and i nformed but subjective judgenents about future
occurrences. Thus, our estimtes are not sufficiently
preci se to project a neasurable difference in burden for a
potential mnor decrease in reported |ines.

Public Comment Policy. The PRA (44 U S.C. 3501, et seq.)

provi des that an agency may not conduct or sponsor, and a
person is not required to respond to, a collection of
information unless it displays a currently valid OvB
control nunber. Before submitting an ICRto OVB, PRA

Section 3506(c)(2)(A) requires each agency “* * * to

52



provi de notice * * * and otherwi se consult w th nmenbers of
the public and affected agenci es concerni ng each proposed

collection of information * * *, Agenci es nust
specifically solicit cooments to: (a) eval uate whether the
proposed collection of information is necessary for the
agency to performits duties, including whether the
information is useful; (b) evaluate the accuracy of the
agency’s estimate of the burden of the proposed collection
of information; (c) enhance the quality, useful ness, and
clarity of the information to be collected; and (d)

m nimze the burden on the respondents, including the use
of automated col |l ection techniques or other forns of

i nformation technol ogy.

The PRA al so requires agencies to estimte the total
annual reporting “non-hour cost” burden to respondents or
recordkeepers resulting fromthe collection of information.
We have not identified non-hour cost burdens for this
information collection. |If you have costs to generate,
mai ntai n, and di sclose this information, you should comrent
and provide your total capital and startup cost conponents
or annual operation, maintenance, and purchase of service
conponents. You shoul d describe the nethods you use to
estimate maj or cost factors, including system and

t echnol ogy acquisition, expected useful |ife of capital
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equi pment, discount rate(s), and the period over which you
i ncur costs. Capital and startup costs include, anong
other itens, conputers and software you purchase to prepare
for collecting information; nonitoring, sanpling, and
testing equipnment; and record storage facilities.
General ly, your estimates should not include equipnent or
services purchased: (i) before Cctober 1, 1995; (ii) to
conply with requirenents not associated with the
information collection; (iii) for reasons other than to
provi de informati on or keep records for the Governnment; or
(iv) as part of customary and usual business or private
practices.

W will sunmarize witten responses to this proposed
informati on collection and address themin our final rule.
W will provide a copy of the ICRto you without charge
upon request and the ICR will also be posted on our web
site at
http://ww. mrm nmrs. gov/ Laws_R D/ FRNot i ces/ FRI nf Col | . ht m

W will post all conmments in response to this proposed
information collection on our web site at
http://ww. ntm ms. gov/ Laws_R D/ I nfoCol | /I nf oCol Com ht m_
W will also make copies of the comments avail able for
public review, including nanmes and addresses of

respondents, during regular business hours at our offices
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i n Lakewood, Col orado. Individual respondents may request
that we withhold their home address fromthe public record,
which we will honor to the extent allowable by aw. There
al so may be circunstances in which we would wi thhold from
the rul emaki ng record a respondent’s identity, as allowable
by law. [If you request that we w thhold your nane and/or
address, state this promnently at the begi nning of your
conment. However, we will not consider anonynobus conments.
W wi Il make all subm ssions from organi zati ons or
busi nesses, and fromindividuals identifying thensel ves as
representatives or officials of organizations or
busi nesses, available for public inspection in their
entirety.
11. National Environnental Policy Act

This proposed rul e does not constitute a major Federal
action significantly affecting the quality of the human
environment. A detailed statenent under the National
Environmental Policy Act of 1969 is not required.
12. darity of this Regulation

Executive Order 12866 requires each agency to wite
regul ations that are easy to understand. W invite your
comrents on how to make this rule easier to understand,
i ncluding answers to questions such as the following: (1)

Are the requirenents in the rule clearly stated? (2) Does
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the rule contain technical |anguage or jargon that
interferes with its clarity? (3) Does the format of the
rule (grouping and order of sections, use of headings,
par agraphing, etc.) aid or reduce its clarity? (4) Wuld
the rule be easier to understand if it were divided into
nore (but shorter) sections? (A “section” appears in bold
type and is preceded by the synbol “8” and a nunbered
headi ng; for exanple, 8 204.200 What is the purpose of
this part?) (5) Is the description of the rule in the
“Suppl ementary Information” section of the preanbl e hel pful
i n understandi ng the proposed rule? Wat else could we do
to make the rule easier to understand?

Send a copy of any conmments that concern how we coul d
make this rule easier to understand to: Ofice of
Regul atory Affairs, Departnent of the Interior, Room 7229,
1849 C Street NW Washi ngton, D.C. 20240. You may al so e-

mail the coments to this address: Exsec@ os. doi.gov.

13. Energy Supply, Distribution, or Use (Executive Order

13211)

This rule is not a significant rule and is not subject to
review by the O fice of Managenent and Budget under
Executive Order 12866. The primary purpose of this rule is

to provide accounting and auditing relief to certain
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| essees of Federal oil and gas properties, largely in the
formof reduced records submttal requirements. This rule
does not have a significant effect on energy supply,

di stribution, or use because while it should pronote sone

addi ti onal production on a subset of Federal oil and gas

| eases, the additional production would not be significant
in conparison to total production from Federal oil and gas

| eases.

List of Subjects in 30 CFR part 204

Conti nental shelf, Governnment contracts, Mnera
royal ties, Natural gas, Petroleum Public |ands--m nera

resources, Reporting and record keepi ng requirenents.

Dat e
Assi stant Secretary for Land
and M neral s Managenent
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For reasons set out in the preanble, 30 CFR part 204 is
proposed to be added as foll ows:
PART 204- - ALTERNATI VES FOR MARG NAL PROPERTI ES
Subpart A--Ceneral Provisions
Sec.
204.1 Wiat is the purpose of this part?
204.2 \What definitions apply to this part?
204.3 What alternatives are available for nargina
properties?
204.4 Wat is a marginal property under this part?
204.5 What statutory requirenents nust | neet to obtain
royalty prepaynent or accounting and auditing relief?
204.6 May | appeal if MVS denies ny request for prepaynent
or accounting and auditing relief?
Subpart B--Prepaynent of Royalty [Reserved]
Subpart C--Accounting and Auditing Relief
204.200 What is the purpose of this subpart?
204.201 Wo may obtain accounting and auditing relief?
204.202 What is the cunulative royalty reports and
paynents relief option?
204.203 What is the other relief option?
204. 204 \What accounting and auditing relief will NMVS not
al I ow?

204.205 How do | obtain accounting and auditing relief?
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204.206 What will MVS do when it receives ny request for
accounting and auditing relief?
206. 207 Who wi Il approve, deny, or nodify ny request for
accounting and auditing relief?
204.208 May a State decide that it will or will not all ow
one or both of the relief options under this subpart?
204.209 What if ny property ceases to qualify for relief
obt ai ned under this subpart?
204.210 What if BLM approves ny property as part of a
nonqual i fyi ng agreenent ?
204.211 \Wien may MVB retroactively rescind relief for a
property?
204.212 What if | took relief for which I was ineligible?
204.213 May | obtain relief for a property that benefits
fromother Federal or State incentive prograns?
204.214 Are the information collection requirenents in
this subpart approved by the Ofice of Managenent and
Budget ?

Authority: 30 U.S.C. 1701 et seq.
Subpart A--General Provisions

8 204.1 What is the purpose of this part?

This part explains how you as a | essee or |essee’s

desi gnee of a Federal onshore or Quter Continental Shelf

59



(OCS) oil and gas | ease may obtain prepaynent or accounting
and auditing relief for certain marginal properties.

§ 204.2 What definitions apply to this part?

Agreenent nmeans a federally approved communitization
Agreenent or unit participating area.

Barrels of oil equival ent (BOE) neans the conbi ned

equi val ent production of oil and gas stated in barrels of
oil. Each barrel of oil production is equal to one BCE.
Al so, each 6,000 cubic feet of gas production is equal to
one BCE.

Base period neans the 12-nmonth period fromJuly 1 through

June 30 imredi ately preceding the cal endar year in which
you take or request marginal property relief. For exanple,
if you request relief in January 2006, your base period
will be July 1, 2004 through June 30, 2005.

Conbi ned equi val ent production neans the total of all oil

and gas production for the marginal property, stated in
BCE

Desi gnee neans the person designated by a | essee under §
218.52 of this chapter to nake all or part of the royalty
or other paynents due on a | ease on the | essee’s behal f.

Produci ng wells nmeans only those producing oil or gas

wells that contribute to the sum of BCE used in the
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cal cul ation under § 204.4(c). Producing wells do not
include injection or water wells.

State concerned (State) neans the State that receives a

statutorily-prescribed portion of the royalties froma
Federal onshore or OCS | ease.

8§ 204.3 What alternatives are available for margina

properties?

| f you have production froma margi nal property, M and
the State may all ow you the follow ng opti ons:

(a) Prepay royalty. MVS and the State nay all ow you to

make a | unp- sum advance paynent of royalties instead of
monthly royalty paynents for the remai nder of the |ease
term

(b) Take accounting and auditing relief. MV and the

State may all ow vari ous accounting and auditing relief
options to encourage you to continue to produce and devel op
your marginal property. See subpart C for accounting and
auditing relief requirenents.

8 204.4 What is a nmarginal property under this part?

To qualify as a marginal property eligible for royalty
prepaynment or accounting and auditing relief under this
part, your property nust neet the follow ng requirenents:

(a) Production nmust be from or attributable to, a

Federal onshore or OCS | ease or Agreenent. Indian |eases
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are not eligible for the margi na

under this part,

mar gi nal

property alternatives
even though production froma qualifying

property may be attributable to an Indian | ease.

You must al so neet the criteria show in the follow ng

t abl e:

If your lease is * * * Then * * * And * * *
(1) Not in an The entire | ease

Agr eement must qualify as a

mar gi nal property
under paragraph (b)
of this section.

(2) Entirely or
partly committed to
one Agreenent

The entire Agreenent
must qualify as a
mar gi nal property
under paragraph (b)
of this section.

Agreenment production
al |l ocable to your

| ease may be eligible
for relief under this
part. Any production
fromyour |ease that
is not conmmitted to
the Agreement al so may
be eligible for
separate relief under
(a)(4) of this table.

(3) Entirely or
partly committed to
nore than one
Agr eenment

The Agreenent nust
qualify separately
as a nmargina
property under

par agr aph (b) of
this section.

Only the qualifying
Agreenent’s production
all ocabl e to your

| ease may be eligible
for separate relief
under this part.

(4) Partly commtted
to an Agreement and
you have production
fromthe part of the
| ease that is not
conmitted to the
Agr eenment

The part of the

| ease that is not
conmitted to the
Agreement mnust
qualify separately
as a nmargina
property under

par agr aph (b) of
this section.

(b) To qualify as a margi na

year,

during the base period must equal

producti on of

| ess than 15 barrels of oi
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equi val ent (BOE)




per well|l per day cal cul ated under paragraph (c) of this
section.

(c) To determ ne the average daily well production on or
attributable to your property, divide the sumof the BOE
for all producing wells on the property by the sum of the
nunber of days that each of those wells actually produced
during the base period. |f your property is in an
Agr eenent, your cal cul ation under this section nust include
all wells included in the Agreenent, even if they are not
on a Federal onshore or OCS | ease.

8 204.5 What statutory requirenments nust | neet to obtain

royalty prepaynment or accounting and auditing relief?

(a) MV and the State may all ow royalty prepaynent or
accounting and auditing relief for your marginal property
if MM5 and the State jointly determ ne that the prepaynent
or relief is in the best interests of the Federal
Governnment and the State to:

(1) Pronote production;

(2) Reduce the administrative costs of MVM5 and the State;
and

(3) Increase net receipts to the Federal Governnent and
the State.

(b) MV and the State may di scontinue any prepaynent or

accounting and auditing relief options granted for your

63



mar gi nal property if MBS and the State jointly determ ne
that the prepaynent or relief no |longer neets the criteria
i n paragraph (a) of this section.

§ 204.6 May | appeal if MVS denies ny request for

prepaynent or accounting and auditing relief?

| f MVS deni es your request for prepaynment or accounting
and auditing relief under this part, you may appeal under
part 290 of this chapter
Subpart B--Prepaynent of Royalty [Reserved]
Subpart C--Accounting and Auditing Relief

8 204.200 Wiat is the purpose of this subpart?

Thi s subpart explains how you as a | essee or |essee’s
desi gnee may obtain accounting and auditing relief for
production froma margi nal property. The two types of
relief that you can receive under this subpart are
cunul ative reports and paynent relief (explained in 8§
204. 202) and ot her accounting and auditing relief
appropriate for your property (explained in § 204. 203).

8 204.201 Who may obtain accounting and auditing relief?

(a) You may obtain accounting and auditing relief under
this subpart:

(1) If you are a |lessee or its designee for a Federal
| ease with production froma property that qualifies as a

mar gi nal property under § 204.4;
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(2) I'f you neet any additional requirenments for specific
types of relief under this subpart; and

(3) Only for your fractional interest in the nmargina
property.

(b) You may not obtain one or both of the relief options
specified in this subpart on any portion of a property if:

(1) The property covers nultiple States; and

(2) One of the States determ nes under 8§ 204.208 that it
will not allow one or both of the relief options.

8§ 204.202 What is the cunmul ative royalty reports and

paynents relief option?

(a) The curul ative royalty reports and paynents relief
option allows you to submt royalty reports and paynents
annually for the calendar year. You are eligible for this
option only if the total volunme produced fromthe marginal
property is 1,000 BCE or |ess during the base peri od.

(b) You nust notify MMS under 8§ 204.205(a) before taking
relief under this option.

(c) To use the cunul ative royalty reports and paynents
relief option, you nust do all of the foll ow ng.

(1) Submt your royalty report and paynent in accordance
with 8 218.51(g) of this chapter if you do not have an
esti mated paynent on file for gas under 30 CFR 218. 150(hb).

You nmust meke this subm ssion by the end of February of the
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year follow ng the cal endar year for which you are reporting
annual | y.

(2) Submt your royalty report and paynent by the end of
March of the year follow ng the year for which you are
reporting annually if you have an estimate on file.

(3) Use as the sales nonth the nonth before the nonth
that you will report and pay under this paragraph (c) to
report royalty information for the entire cal endar year.
(For exanple, if you report and pay by the end of February,
use January as the sales nonth.)

(4) Report one line of cunulative royalty information on
the Report of Sales and Royalty Rem ttance, Form MVE 2014,
for the cal endar year, the same as if it were a nonthly
report.

(d) I'f you do not pay your royalty by the date due in
paragraph (c) of this section, you will owe |ate paynent
i nterest determ ned under part 218 of this chapter fromthe
date your paynment was due under this section until the date
MVS receives it.

(e) If you take relief you are not qualified for, you
nmust :

(1) Pay MVS | ate paynent interest determ ned under part
218 of this chapter fromthe date your paynent was due until

the date MMS receives it; and
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(2) Anend your Form MMB-2014 to reflect the required
nmont hly reporting.

(f) You nust report allowances on Form MVB- 2014 on the
sanme annual basis as the royalties for your marginal
property.

(g) I'f you dispose of a margi nal property for which you
have taken relief under this section, you nust:

(1) Report and pay royalties for the portion of the
cal endar year for which you had an ownership interest; and

(2) Make the report and paynent by the end of the nonth
after you di spose of the marginal property.

8§ 204.203 What is the other relief option?

(a) Under this relief option, you may request any type of
accounting and auditing relief that is appropriate for your
mar gi nal property, provided it is not prohibited under §
204. 204 and neets the statutory requirements of § 204.5.
Exanpl es of relief options you could request are:

(1) To report and pay royalties using a valuation mnethod
ot her than that required under part 206 of this chapter
t hat approxi mates royalties payabl e under part 206 of this
chapter; and

(2) To reduce your royalty audit burden. However, MBS
will not consider any request that elimnates MV s or the

State’s right to audit.
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(b) You nust request approval from MMS under § 204.205(b)
before taking relief under this option.

§ 204.204 \What accounting and auditing relief will MVS not

al | ow?

MVE wi |l not approve your request for accounting and
auditing relief under this subpart if your request:

(a) Prohibits MVS or the State from conducting any form
of audit;

(b) Permanently relieves you frommaking future royalty
reports or paynents;

(c) Provides for less frequent royalty reports and
paynents than annually;

(d) Provides for you to submt royalty reports and
paynents at separate tines;

(e) Inpairs MM s ability to properly or efficiently
account for or distribute royalties;

(f) Requests relief for a | ease under which the Federal
Governnent takes its royalties in-Kkind;

(g) Alters production reporting requirements;

(h) Alters |ease operation or safety requirenents;

(i) Conflicts with rent, mninumroyalty, or |ease

requirenents; or
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(j) Requests relief for a nmarginal property located in a
State that has determ ned in advance that it will not allow

such relief under § 204. 208.
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8§ 204.205 How do | obtain accounting and auditing relief?

(a) To take accounting relief under 8§ 204.202, you nust
notify MM in witing by January 31 of the cal endar year for
whi ch you begi n taking your relief.

(1) Your notification nust contain:

(1) Your conpany nanme, M5 assigned payor code, address,
phone nunber, and contact nane; and

(i1i) The specific MVB | ease nunber and Agreenent nunber,
i f applicable.

(2) You may file a single notification for nmultiple
mar gi nal properties.

(b) To obtain accounting or auditing relief under 8§

204. 203, you nust file a witten request for relief with
MV

(1) Your request nust contain:

(1) Your conpany nanme, MV assigned payor code, address,
phone nunber, and contact nane;

(ii) The MVS | ease nunber and Agreenent nunber, if
appl i cabl e; and

(iii1) A conplete and detail ed description of the specific
accounting or auditing relief you seek.

(2) You may file a single request for nmultiple marginal
properties if you are requesting the sane relief for al

properties.
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8§ 204.206 What will MVS do when it receives ny request for

accounting and auditing relief?

When MVS recei ves your request for accounting and
auditing relief under 8 204.205(b), it will notify you in
witing as foll ows:

(a) If your request for relief is conplete, MVE may
ei ther approve, deny, or nodify your request in witing.

(1) If MVB approves your request for relief, MVS wll
notify you of the effective date of your accounting or
auditing relief and other specifics of the relief approved.

(2) I'f MVS denies your relief request, MVSE will notify
you of the reasons for denial and your appeal rights under 8§
204. 6.

(3) If MVB nodifies your relief request, MVE will notify
you of the nodifications.

(i) You have 60 days fromyour receipt of MM s notice to
either accept or reject any nodification(s) in witing.

(i) If you reject the nodification(s) or fail to respond
to MME's notice, MVE will deny your relief request. M
wll notify you in witing of the reasons for denial and
your appeal rights under § 204.6.

(b) I'f your request for relief is not conplete, MVS w |
notify you in witing that your request is inconplete and

identify any m ssing informtion.
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(1) You nust subnmit the mssing information within 60
days of your receipt of MWW s notice that your request is
i nconpl et e.

(2) If you submt all required information, MVS and the
State may approve, deny, or nodify your request for relief.
You may submt a new request for relief under this subpart
at any tine after MVS returns your inconplete request.

(3) If you do not submt all required information within
60 days of your receipt of MMS s notice that your request is
i nconplete, MV will deny your relief request. MVS wil
notify you in witing of the reasons for denial and your
appeal rights under § 204.6.

(c) [The regulatory text in this paragraph concerning the

tine period, if any, within which MVS nust either deny or

approve your request will be determ ned after due

consi deration of pubic coments. See section Il of the

preanble titled “Coments on the 1999 Proposed Rul e,

Alternate Valuation Relief Option.”]

8 204.207 Who will approve, deny, or nodify ny request for

accounting and auditing relief?

(a) If there is not a State concerned for your margina
property, only MM5S will decide whether to approve, deny, or

nmodi fy your relief request.
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(b) If there is a State concerned for your margina
property that has determ ned in advance that it may all ow
either or both of the relief options under this subpart, MG
wi || decide whether to approve, deny, or nodify your relief
request after consulting with the State concer ned.

8 204.208 May a State decide that it will or will not all ow

one or both of the relief options under this subpart?

(a) A State may decide in advance that it will or wll
not allow one or both of the relief options specified in
this subpart for a particular cal endar year.

(b) To help States decide whether to allow one or both of
the relief options specified in this subpart, MM will send
States a Report of Marginal Properties by Septenber 30 of
t he precedi ng cal endar year.

(c) If a State decides under paragraph (a) of this
section that it will or will not allow one or both of the
relief options in this subpart, within 30 days of the
State’s receipt of the Report of Marginal Properties under
par agraph (b) of this section, the State nust:

(1) Notify the Associate Director for Mnerals Revenue
Managenent, MMS, in witing, of its intent to allow or not
all ow one or both of the relief options under this subpart;

and
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(2) Specify inits notice of intent to MVB which relief
option(s) it wll allow or not allow.

(d) If a State decides in advance under paragraph (a) of
this section that it will not allow one or both of the
relief options specified in this subpart, it may deci de for
subsequent cal endar years that it will allow one or both of
the relief options in this subpart. |If it so decides,
within 30 days of the State's receipt of the Report of
Mar gi nal Properties under paragraph (b) of this section, the
State nust:

(1) Notify the Associate Director for Mnerals Revenue
Managenent, MMS, in witing, of its intent to allow one or
both of the relief options allowed under this subpart; and

(2) Specify inits notice of intent to MVBE which relief
option(s) it wll allow

(e) If a State does not notify MVS under paragraphs (c)
or (d) of this section, the State will be deened to have
decided not to allow either of the relief options under this
subpart.

(f) MM will publish a notice of the State’s intent to
allow or not allow certain relief options under this section

in the Federal Register no later than 30 days before the

begi nni ng of the applicable cal endar year.
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8§ 204.209 What if my property ceases to qualify for relief

obt ai ned under this subpart?

(a) Your property nust qualify for relief under this
subpart for each cal endar year based on production during
the base period for that cal endar year. The notice or
request you provided to MVS under 8 204.205 for the first
cal endar year that your property qualified for relief
remains effective for successive cal endar years if you
continue to qualify.

(b) If your property is no longer eligible for relief for
any reason during a cal endar year other than the reason
under 8 204.210 or paragraph (c) of this section, the relief
for your property termnates as of Decenber 31 of that
cal endar year. You nust notify MVSE in witing by Decenber
31 that the relief for your property has term nated.

(c) I'f you dispose of your property during the cal endar
year, your relief termnates as of the end of the sales
month in which you di sposed of the property.

8 204.210 What if ny property is approved as part of a

nonqual i fyi ng Agreenent ?

| f the Bureau of Land Managenent (BLM or MW s O fshore
M neral s Managenent (OWM retroactively approves your

mar gi nal property as part of a nonqualifying Agreenent, the
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property no |longer qualifies for relief under this subpart.
I n that case:

(a) MMs will not retroactively rescind the marginal
property relief for your property under 8§ 204.211;

(b) Your marginal property relief term nates as of
Decenber 31 of the cal endar year that you receive the BLM or
OW approval of your marginal property as part of a
nonqual i fyi ng Agreenent; and

(c) You nust adjust your royalty paynents if they are
affected by any required BLMor OW real | ocati on under the
nonqual i fyi ng Agreenent .

8§ 204.211 When may MVS retroactively rescind relief for a

propert y?

MVB nay retroactively rescind the relief for your
property if MVS determ nes that your property was not
eligible for the relief obtained under this subpart because:

(a) You did not submit a notice or request for relief
under § 204. 205;

(b) You submtted erroneous information in the notice or
request for relief you provided to MVE under 8§ 204.205 or in
your royalty or production reports; or

(c) Your property is no longer eligible for relief
because production increased, but you failed to provide the

notice required under § 204.209(b).
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§ 204.212 What if | took relief for which I was

i neligible?

I f you took relief under this subpart for a period for
whi ch you were not eligible, you may owe additi onal
royalties and | ate paynent interest determ ned under part
218 of this chapter fromthe date your additional paynents
were due until the date MVB receives them

§ 204.213 May | obtain relief for a property that benefits

fromother Federal or State incentive prograns?

You may obtain accounting and auditing relief for your
mar gi nal property under this subpart even if the property
benefits from other Federal or State production incentive
progr ans.

8§ 204.214 Are the information collection requirenents in

this subpart approved by the Ofice of Managenent and

Budget ?

The information collection requirenents contained in this
subpart have been approved by OVB under 44 U S.C 3501 et
seq. and assigned OVMB control nunber 1010-___ . See part
210 of this chapter for details concerning your estinmated
reporting burden and how you nay comment on the accuracy of

t he burden esti mate.
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